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Program Agency requirement estab-
lished by statute, regulation, or agree-
ment, interest liability may be denied. 
A Federal interest liability will accrue 
from the day a State pays out its own 
funds for Federal assistance program 
purposes to the day Federal funds are 
credited to a State bank account. 

(3) If a State pays out its own funds 
prior to the day a Federal Program 
Agency officially notifies the State in 
writing that a discretionary grant 
project is approved, the Federal Pro-
gram Agency does not incur an interest 
liability, notwithstanding any other 
provision of this section. 

(4) If a State pays out its own funds 
prior to the availability of Federal 
funds authorized or appropriated for a 
future Federal fiscal year, the Federal 
Program Agency does not incur an in-
terest liability, notwithstanding any 
other provision of this section. 

(5) If a State fails to request funds 
timely as set forth in § 205.29, or other-
wise fails to apply a funding technique 
properly, we may deny any resulting 
Federal interest liability, notwith-
standing any other provision of this 
section. 

(b) Federal Program Agency pro-
grams that have specific payment 
dates set by the Federal Program 
Agency that create interest liabilities 
are subject to this part. 

(c) States must adhere to Federal 
Program Agency disbursement sched-
ules when requesting funds. Notwith-
standing any other provision of this 
section, we may deny a State’s claim 
for Federal interest liability for the pe-
riod prior to a late drawdown request. 
States must time their funds drawdown 
so that it does not create Federal in-
terest liability. The drawdown request 
must allow the Federal Program Agen-
cy sufficient time to meet its disburse-
ment schedule. If the Federal Program 
Agency does not make a timely payout 
in accordance with the terms of the 
Treasury-State agreement, a State 
may submit a claim for interest liabil-
ity. 

§ 205.15 When does State interest li-
ability accrue? 

(a) General rule. State interest liabil-
ity may accrue if Federal funds are re-
ceived by a State prior to the day the 

State pays out the funds for Federal 
assistance program purposes. State in-
terest liability accrues from the day 
Federal funds are credited to a State 
account to the day the State pays out 
the Federal funds for Federal assist-
ance program purposes. 

(b) Refunds. (1) A State incurs inter-
est liability on refunds of Federal funds 
from the day the refund is credited to 
a State account to the day the refund 
is either paid out for Federal assist-
ance program purposes or credited to 
the Federal government. 

(2) We and a State may agree, in a 
Treasury-State agreement, that a 
State does not incur an interest liabil-
ity on refunds in refund transactions 
under $50,000. 

(c) Exception to the general rule. A 
State does not incur an interest liabil-
ity to the Federal government if a Fed-
eral statute requires the State to re-
tain or use for Federal assistance pro-
gram purposes the interest earned on 
Federal funds, notwithstanding any 
other provision in this section. 

(d) Mandatory matching of Federal 
funds. In programs utilizing mandatory 
matching of Federal funds with State 
funds, a State must not arbitrarily as-
sign its earliest costs to the Federal 
government. A State incurs interest li-
abilities if it draws Federal funds in ad-
vance and/or in excess of the required 
proportion of agreed upon levels of 
State contributions in programs uti-
lizing mandatory matching of Federal 
funds with State funds. 

§ 205.16 What special rules apply to 
Federal assistance programs and 
projects funded by the Federal 
Highway Trust Fund? 

The following applies to Federal as-
sistance programs and projects funded 
out of the Federal Highway Trust 
Fund, notwithstanding any other pro-
vision of this part: 

(a) A State must request funds at 
least weekly for current project costs, 
or Federal interest liability will not 
accrue prior to the day a State submits 
a request for funds. 

(b) If a State pays out its own funds 
in the absence of a project agreement 
or in excess of the Federal obligation 
in a project agreement, the Federal 
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